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SHORT-TERMISM IN FINANCIAL MARKETS

THURSDAY, APRIL 29, 2010

U.S. SENATE,
SUBCOMMITTEE ON EcoNoMIc PoLicy,
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,
Washington, DC.

The Subcommittee met at 10:05 a.m., in room SD-538, Dirksen
Senate Office Building, Senator Sherrod Brown (Chairman of the
Subcommittee) presiding.

OPENING STATEMENT OF CHAIRMAN SHERROD BROWN

Chairman BROWN. Welcome. The hearing of the Subcommittee on
Economic Policy of the Senate Banking Committee will come to
order. Thank you, panelists, for joining us. I know each of you is
extraordinarily busy, and several of you had to rearrange schedules
to be here, and I appreciate that very much.

In an age of BlackBerrys and instant messaging and
videoconferencing, we have become used to shrinking the distance
between Points A and B, whether the goal is to gather information
or resolve a problem or exploit an opportunity. What was once con-
sidered expeditious is now more or less considered the norm.

In that same vein, there is a familiar business impulse—and
Government impulse, frankly—to generate short-term results no
matter what the long-term cost. This is a subject, short-termism,
that we are considering this morning. It is a timely subject given
that by hook or crook the Senate will reform Wall Street and will
do it soon.

One thing we have or should have learned from the events that
led to our current situation is that if Wall Street wheeler dealers
become blindly obsessed with short-term gains, their actions can
potentially—and have—shatter the economic security of Americans
and the Nation in which we live.

Over the past year, I have chaired several hearings in this Sub-
committee to examine the opportunities and the challenges facing
American manufacturing. Chief among these challenges is the ob-
session with quarterly results, the short-term expectations from the
world of finance, which too often sacrifice long-term economic
growth and job creation. Short-termism involves a tradeoff between
long-term productivity and fast cash. Financial transactions supple-
ment manufacturing as a means of growing the economy at the ex-
pense of our Nation’s self-sufficiency—our ability to make the prod-
ucts we need, generate the energy we use, equip the armed forces
upon which we all rely.
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Recent trends have transformed quarterly earnings into bench-
marks for speculators to make bets. The rise of private equity and
hedge funds has deepened that volatility.

A couple years ago, the middle-class community of Tiffin, Ohio,
a small town in northwest Ohio, experienced economic hardships
that result when a short-term approach drives decisions. Tiffin was
home to American Standard, the kitchen and bathroom fixture
manufacturer whose products likely grace the home of many of you
today. In late 2007, American Standard was bought by Bain Cap-
ital in cash. Bain then liquidated the assets, moved jobs offshore,
and sold the controlling stake in the firm to another private equity
firm. More than 200 manufacturing jobs in Tiffin were elimi-
nated—without warn notices, I might add—and the community
was left with an empty plant of a longstanding, prestigious com-
pany.

Last week, we avoided a similar situation in northeast Ohio
when Hugo Boss, the German company, clothing manufacturer,
made a decision to keep its last suit manufacturing plant open in
Brooklyn, Ohio. Hugo Boss had, as I said, just this one plant left
in the United States. But the situation with Hugo Boss and the pri-
vate equity firm that has a controlling stake in its company raised
several questions about short-termism and the ripple effects of a
plant closing decision.

This is just one example that illustrates the emphasis past Ad-
ministrations and Congresses and the corporate titans of this coun-
try have placed on financial services at the expense and gross ne-
glect of American manufacturing.

Thirty years ago, manufacturing made up 25 percent of GDP;
manufacturing was one-quarter—slightly more than one-quarter of
our GDP; financial services made up less than half that, about 11
percent. By 2004, it had pretty much flipped. Manufacturing ac-
counted for just 12 percent of our economy while financial services
were 21 percent.

In 2004, the financial industry accounted for 44 percent of all do-
mestic profits. In 2010, even after a year-and-a-half of busts and
bailouts, manufacturing—or, I am sorry, the financial industry ac-
counts for more than 35 percent of corporate profits. So when peo-
ple in the Administration or out of the Administration tell us that
our Government should not pick winners, manufacturing, the an-
swer is we already have the last three decades.

We can see the effects of short-termism as we work on Wall
Street reform today. Just look at the oversupply of toxic assets that
clogged our credit markets. Too many mortgage lenders were so fo-
cused on booking revenue from loan transactions, they paid too lit-
tle attention to true risks. Too many lenders actually encouraged
borrowers to take on larger mortgages than they act could afford.
We know that. Why? Those lenders earned a quick buck. This prob-
lem was made worse by bundling these mortgages into big pack-
ages, mortgage-backed securities, and selling them off to other in-
vestors, leaving aside the rating agencies and their role in this.

In putting Wall Street aside, the problem was—putting Wall
Street aside, there are some promising developments when it
comes to risks and costs of short-termism. Fortunately, more and
more large businesses recognize the problems caused by this myo-
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pia, if you will. Over the past few years, more corporate executives,
more CEOs have done soul searching and more publicly traded
companies are not playing the quarterly earnings game. Groups
like the Business Roundtable and some of our best business schools
are taking a critical look at the short-term business model. But if
quarterly earning reports were to completely disappear as the pri-
mary metric of evaluating businesses, what replaces them? What
is the appropriate measure of long-term value?

I hope our witnesses today can think about this, offer their
thoughts on this and other questions about this myopic sort of
short-termism today. I thank our witnesses for joining us. I look
forward to their statements. I will introduce each of you, then
begin with Mr. Rogers, and you are to speak, you know, 5, 6, 7
minutes. Certainly you do not have to keep it right at 5 minutes.

Jim Rogers is chairman of the board, president, and chief execu-
tive officer of Duke Energy. Mr. Rogers has more than 21 years of
experience as a CEO in the electric utility industry. He was named
president and CEO of Duke following the merger of Duke Energy
and Cinergy in Cincinnati in April 2006.

Damon Silvers was the Chair of the Competition Subcommittee
of the United States Treasury Department Advisory Committee on
the Auditing Profession and a member of the Treasury Department
Investor’s Practices Committee of the President’s Working Group
on Financial Markets. Prior to working for the AFL-CIO, Mr. Sil-
vers was a law clerk at the Delaware Court of Chancery for Chan-
cellor William Allen and Vice Chancellor Bernard Balick.

Judith Samuelson is founder and Executive Director of the Busi-
ness and Society Program at The Aspen Institute. Founded in
1998, the program employs dialog, teaching, and research to ex-
plore complex issues at the intersection of business and society. Ms.
Samuelson’s work experience spans the business, government, and
nonprofit sectors. She joined the Ford Foundation in 1989 and
served through 1996 as Director of the Office of Program-Related
Investments.

Professor J.W. Verret received his JD and MA in Public Policy
from Harvard Law School and the Harvard Kennedy School of Gov-
ernment in 2006. While in law school, he served an Olin Fellowship
in Law and Economics at the Harvard Program on Corporate Gov-
ernance. Prior to joining the faculty at Mason Law, Professor
Verret was an associate in the SEC Enforcement Defense Practice
Group at Skadden, Arps in Washington, DC, and he has written
extensively on corporate law topics.

I switched the order of the middle two of you, but I will go left
to right. So, Mr. Rogers, if you would begin, thank you.

STATEMENT OF JAMES E. ROGERS, CHAIRMAN, CHIEF EXECU-
TIVE OFFICER, AND PRESIDENT, DUKE ENERGY CORPORA-
TION

Mr. ROGERS. Thank you. Mr. Chairman, I am delighted to be
here today, and I want to thank you for holding this hearing and
focusing on the importance of having a long-term perspective in our
capital markets and focusing on what I would call cathedral think-
ing.
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Our industry is the cornerstone of the economy. We enable every-
day living. We enable the growth of the economy, and if you think
back to the 20th century, what was enabled by our deployment of
capital in providing universal access to electricity in America. We
are the most capital-intensive industry in the U.S. Job one for me
is affordable, reliable, clean electricity 24/7/365, and to get that job
done, I have to attract capital, I have to deploy capital in this most
capital-intensive industry. But said another way, my job is to bring
capital to and create public policy solutions that are created by
Congress. As Congress addresses energy and environmental issues,
it is our job to attract the capital, to deploy the capital, and to
carry out the mission of energy and environmental legislation in
this country.

Today, as an example, we are stimulating the economy, creating
jobs, and cleaning up the air. We are building a number of plants—
two coal plants, two gas plants, renewables, smart grid in Ohio. We
have in the southern part of Ohio a clean park there where we
could deploy up to $12 billion and create jobs in one of the counties
where the unemployment is the highest in the State. But just with
our building program today, we are employing over 6,000 people in
the middle of this recession. Once we complete these plants, the
jobs there will be the type of jobs that will rebuild the middle class
in America, create a tax base which will fund the schools in each
of these counties where we are building new plants.

So we are by 2050 have to modernize our entire fleet. We have
to modernize our transmission and distribution, and we need to at-
tract patient capital to get that done.

So we need investors with a long-term view. I have been part of
the Aspen Institute and worked with Judy and really applaud what
they have done because they have really led the way in thinking
about these issues and trying to put in place a framework that will
really encourage investors to take a long-term view.

From our company’s perspective and in a broader sense from our
industry’s perspective, the dividend is really key. Very few compa-
nies pay dividends as high as ours. For instance, we pay out to our
investors $1.3 billion a year, and the large part of our investors are
retail investors. So they own our stock, and a lot of them are re-
tired, and with more and more people retiring, with the baby
boomers coming of age—a much older age, I might add, speaking
as one—our stock is very attractive to them because of the divi-
dend. But we need to attract capital even beyond, and we need to
incent people to own dividend-paying stocks.

So one idea that I would suggest to encourage holding our stock
for long periods is really to tie the tax rate on dividends to how
long you have held the stock. So the longer you hold the stock, the
lower the tax rate on a dividend. So that would really encourage
people to not just buy our stock, but to hold our stock over a very
long period. And if you juxtapose that with the number of people
retiring and living much longer than our parents or our grand-
parents did and the need to be able to subsidize Social Security,
ti)’1 augment 401(k) plans, a dividend-paying stock like ours does
that.

And so another way to think about this from a public policy per-
spective, this just is not about attracting capital to carry out the
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U.S. policy on energy and environmental issues; it is also about ad-
dressing the growing concern in this country with respect to the vi-
ability of Social Security and augmenting the earnings of our peo-
ple over the next 10 to 30 years. At the same time, we really need
to attract the capital to modernize our entire system and specifi-
cally our generation.

Let me conclude my comments by spending a moment on cathe-
dral thinking. You were right in your opening comments when you
talked about we are really focused on the short term, and certainly
we are under tremendous pressure to produce quarterly earnings.
I know that very well because I am working on my earnings call
for next week. And people look not just quarterly but annually, but
we think in terms of decades.

Take a nuclear plant. It takes us almost 10 years to build a nu-
clear plant. It takes 5 years to build a coal plant. You are deploying
$5 billion, $12 billion. And we are building plants whether they are
renewables—and we are one of the largest wind generators in the
country, or solar like our program in North Carolina “solar on the
rooftop.” Whether it is coal, whether it is gas, whether it is nuclear,
all these facilities are going to last 30, 40, 50 years.

So when I think about the future, cathedral thinking has got to
be at the heart of what I think. And let me share with you what
that means, because our country has forgotten it.

If you go to Europe and you look at the great cathedrals of Eu-
rope, you recognize that they were built over 100 years, most of
them. And at that time, given the life span of people, you are look-
ing at three to four generations to build a cathedral. And so the
people that worked on the foundations never saw the walls or the
stained glass windows. Those that worked on the stained glass win-
dows never saw the spires. The architect never saw it finished. And
yet every generation they committed their time, their energy, their
passion to getting it done.

They did it because they had a vision. They did it because they
believed in tomorrow. They did it for their children and for their
grandchildren. And yet they never really saw it finished. They
never saw all those things that have happened over the last 400,
500, 600 years in those cathedrals with respect to the lives of peo-
ple that came after them. But they did it because they had this vi-
sion and faith in the future. And what we really need to do is
structure policy, financial policy in this country that encourages
people to have this cathedral thinking, because that is the only way
in the manufacturing sector and the utilities sector that we have
the ability to really rebuild the infrastructure of our country, re-
build the manufacturing sector in our country. We have to have
that cathedral thinking. And in my judgment, if we do, we will
make the tough decisions, and we will have the capability to at-
tract the capital.

In closing, I would simply say we need cathedral thinking, but
we need to act in China time, and then the combination of the two
will allow our country to get our mojo back. And now more than
ever we need it.

Thank you, sir.

Chairman BROWN. Thank you. Cathedral thinking, China time,
get our mojo back. That was a quite interesting last paragraph.



[Laughter.]
Chairman BROWN. Ms. Samuelson, thank you for joining us.

STATEMENT OF JUDITH F. SAMUELSON, EXECUTIVE DIREC-
TOR, BUSINESS AND SOCIETY PROGRAM, ASPEN INSTITUTE

Ms. SAMUELSON. Thank you. Good morning and thanks again. 1
want to add my thanks for

Chairman BROWN. Is your microphone on?

Ms. SAMUELSON. Can you hear me?

Chairman BROWN. No. Did you push the button?

Ms. SAMUELSON. Is it on?

Chairman BROWN. Yes, that works.

Ms. SAMUELSON. Good. Thanks for doing this. We think it is an
important topic, obviously, and we are delighted to be a part of
this.

At the Business and Society Program at the Aspen Institute, our
work is largely about working through dialog and through business
education to align business with the long-term health of society.
And, frankly, we have come to think it is all about timeframe. It
is also about balance and judgment and vision, and it is about kind
of recognizing that the results we have now are a result of this is
the way the system is currently designed; and if we are going to
have a different result, we are going to have to redesign the sys-
tem.

The ideas that we are presenting today come out of a dialog that
began in 2003 but has literally engaged hundreds of people since
then. And I might just start with the definition of what we think
about market short-termism.

If the common definition of sustainable development is to meet
the needs of the present without compromising the ability of future
generations to meet their own needs, then I think of short-termism
as being kind of the antithesis of that. It is about making decisions
to meet some benchmark today without regard for the needs of, or
the costs imposed on, the future. Most often, the metrics employed
are return on equity and share price, which fail to capture the most
complex impacts of business that play out over the long haul.

A significant stream of academic literature engages this question.
Some of it points to the consequence of excessive focus on earnings
per share or on perhaps the response to a large block of short-term
holders, with the response being that a firm will cancel value-cre-
ating investments. One survey of 400 CFOs suggests that up to 80
percent will cut discretionary spending—for R&D, for maintenance,
for advertising—in order to avoid missing a quarterly forecast. And
then a complementary study that came out of GW Law found that
between 2004 and 2007, more than half of the S&P 500 spent more
money on stock buy-backs than they did on productive investments.

The reason we do this work is because we are big believers in
the extraordinary capacities of business. Another reason would be
to avoid the kind of crises we have been seeing. But the reason we
started this work in 2003 is because of the remarkable reach and
distribution systems that business represents, research and man-
agement talent, and problem-solving skills. It is simply hard for us
to imagine solving our most important problems domestically or
internationally—whether we are talking about unemployment, pov-




7

erty, climate change, you name it—without having business at the
table in a big way. And it is also hard to imagine harnessing this
same capacity of business for the public good as long as managers
are moving from 90-day calendar to 90-day calendar.

The productive capacities of business are complex and real, and
they naturally think long term in the way that Jim has just de-
scribed. But it is also true that finance and financial services, as
you have been speaking to, now command a much bigger portion
of the GDP, and that the average holding period of stock continues
to fall and that corporate managers often focus on short-term per-
formance because that is what many of their most powerful inves-
tors want them to do.

Indra Nooyi, CEO of PepsiCo, who is one of our signatories, in
a speech recently given at the Economic Club of Chicago captured
it: Attention spans are short, time is money, and there is a pre-
mium on speed. At Pepsi, they are working on rewarding what she
calls sustainable performance, and in this vein, in 2007 we released
a set of guiding principles for business practice. They speak to hav-
ing the right metrics to begin with, which we could potentially talk
more about this morning, about stopping the practice of providing
quarterly earnings forecasts, and also, of course, about long-term
orientation in executive compensation.

Six courageous companies actually signed on to that document,
including the one to my right and Pepsi and Pfizer and Apache, Of-
fice Depot, and Xerox. But there is also much more that can be
done within the control of managers and boards.

But 2 years later, we turn to the question of policy. In September
2009, a working group finished the task of recommending public
policy changes that would support the actions of these companies
that are trying to stay long and focus attention on “shareholder
short-termism.” In brief, they believe that with all of this discus-
sion about investor rights also comes a question of investor respon-
sibility.

The principal recommendation of that working group, which has
now been endorsed by 30 leaders from business and investment
and labor in a widely circulated Call to Action, is to create market
incentives that reward long-term investment. Jim gave one exam-
ple of how this might be achieved. The group talked about an ex-
cise tax on trading or perhaps by skewing the capital gains tax to
greatly favor long-term holdings. Individual signers have proposed
things like moving the cap gains tax to 0 percent after 10 years,
with a high tax at the short end of the investor continuum, which
could be a revenue generator or be revenue neutral, depending on
how it is designed.

The drafters that participated in this policy release did not offer
specifics, except to say that nontaxable entities, like pension funds,
public pensions, also needed consideration, which might suggest
some kind of modification to ERISA.

Other recommendations in this Call to Action address the need
for better definition of fiduciary duty, as it applies to financial
intermediaries and also better disclosure to illuminate the bor-
rowing and lending of shares and to make the actual position—
short or long—of large holders transparent.
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The range of signatories behind these ideas and recommenda-
tions defies the usual alliances. Warren Buffett signed, but so did
Richard Trumka of the AFL-CIO. Long-time investors like Peter
Peterson and John Bogle, Lester Crown, Jim Crown, and Jim
Wolfensohn signed on, as well as Steve Denning, who is the current
head of General Atlantic Partners, a $15 billion private equity
fund. The former CEOs of IBM, Cummins Engine, Medtronic
signed, as did the current CEOs of Alcoa, Duke Energy, and TIAA-
CREF.

I want to just also say a word about the business schools since
you mentioned it.

Last year, some 150,000 students graduated from this country’s
MBA programs, which is roughly the same number as sought
teaching credentials. It far out-paced professional degrees in law,
medicine, and engineering. Twice that many are choosing under-
graduate majors in business, economics, and commerce each year—
challenging both the colleges and universities to actually examine
what constitutes a liberal arts education today.

Students, both men and women, are choosing business because
they want to be able to speak the language of business and because
of the networks that business education creates, even if they are
going into government or the nonprofit sector.

Unfortunately, the dominant view—and there are exceptions,
and there are business schools that are taking leadership here. But
the dominance of finance and the kind of “job train” to Wall Street
in many of these business schools means that the narrative about
business purpose is stuck in the 1970s where Milton Friedman left
it off. The result is a curriculum that actually is emphasizing the
technical skills of analysis over judgment and long-term vision. The
curriculum in way too many schools teaches students essentially to
externalize their costs and discount the future—the opposite of
what we need now.

Let me just mention a conversation I had, in closing, with my
Dad who died at the age of 93 last year. He had worked for the
phone company his entire life, but he just loved the market. He
spent his retirement years poring over his Value Line subscription
on a daily basis. And as I tried to explain to him what the heck
I did for a living, and I dropped all the usual buzz words of “cor-
porate social responsibility” and “ethics” and “values” and “stake-
holders,” he said, “Aren’t you really just saying that business ought
to take a long-term view?”

Chairman BROWN. Smart father.

Ms. SAMUELSON. Exactly.

Chairman BROWN. Thank you, Ms. Samuelson.

Mr. Silvers.

STATEMENT OF DAMON A. SILVERS, POLICY DIRECTOR AND
SPECIAL COUNSEL, AFL-CIO

Mr. SILVERS. Thank you, Chairman Brown, both for calling this
hearing and for all that you have done on these issues, a few of
the things which you mentioned in your opening statement.

I am honored to be here together with the AFL-CIO’s partners
in the Aspen Institute’s work on short-termism. As Judy noted,
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President Trumka is a signatory to the call to counteract short-
termism released by the Aspen Institute.

I also am required to note that I serve on the Congressional
Oversight Panel for TARP. I am not here on behalf of that Panel.

The United States economy needs investment with long-term
time horizons. We need investors to fund our $2.2 trillion infra-
structure deficit, to finance our transformation to a low-carbon
economy, to finance upgrades to our workforce’s skill set, and per-
haps most importantly, to fund research and development work all
across our business landscape that is essential if our companies are
to remain competitive in a globalized economy.

Instead, by measure after measure, our system of financial mar-
kets and financial institutions appears to have rapidly shortening
time horizons.

Now, there are multiple sources of short-termism in our capital
markets: the rise of cheap credit for risky activity, funded by our
trade deficits; the decline of defined benefit pension plans and the
growth of a culture of short-termism among pension plan service
providers like hedge funds and private equity, as you noted in your
opening statement; the deregulation of our financial markets; the
weakness of our tax system; and a corporate governance system
that in recent years has come to be dominated by an alliance be-
tween short-term investors and executives that are incentivized by
short-term-oriented pay plans.

And so what has the result of the tilt toward short-termism been
for our capital markets? The 10-year rate of return on the U.S. eq-
uity markets is negative in nominal terms, and adjusted for infla-
tion it is significantly worse. As for our economy, we have seen a
period of jobless growth during the real estate bubble be replaced
by a period of disastrous job loss. In the last 10 years, we have lost
over 5 million manufacturing jobs. Workers’ incomes were stagnant
in real terms before the bubble burst, and now they have declined
much further. Poverty rates have risen.

So how can we return our capital markets and financial institu-
tions to a long-term perspective?

The AFL-CIO strongly supports the recommendations in the
Aspen Institute letter released in September of last year and the
Aspen Institute’s prior document on executive pay principles. We
also believe, probably important to note today, that the Wall Street
Accountability Act of 2010 contains many significant steps that
would encourage a more long-term focus in the capital markets and
must be enacted.

A key provision in this respect is the act’s granting of clear juris-
diction to the Securities and Exchange Commission over hedge
funds, a provision that must be expanded to cover private equity
funds as well.

However, rather than discuss each item in the Aspen letter or
the details of the Wall Street Accountability Act, I would like to
focus the remainder of my testimony on tax policy. Later today,
AFL-CIO President Richard Trumka will be leading a march of
more than 10,000 workers to Wall Street under the banner of
“Good Jobs Now, Make Wall Street Pay.” I want to explain what
we mean by Make Wall Street Pay and why, though it may sound
a little odd, that if we make Wall Street pay for the harm the fi-
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nancial sector has done to Main Street in the right way, we will
encourage Wall Street to return to its proper role of turning sav-
ings into investment.

The AFL-CIO has a four-point program for reform in the way we
tax the financial system. We support President Obama’s bank tax
proposal. We support repealing the capital gains treatment for car-
ried interest, which is the way in which hedge fund and private eq-
uity billionaires pay a lower marginal rate than teachers and soft-
ware programmers. And we support imposing special taxes on
short-term-oriented bank bonuses, perhaps in the form suggested
by Senator Webb in his bill.

But the fourth item in our program is the most important and
is essentially the first item in the Aspen Institute letter, and that
is, either changes in capital gains taxes or an excise tax to discour-
age short-term speculation in the capital markets. This is the pro-
posal Judy mentioned in her testimony. An excise tax to discourage
short-term speculation is essentially what we call a financial specu-
lation tax.

A financial speculation tax is the very simple idea of assessing
a very small tax on all financial market transactions—stocks,
bonds, commodities, derivatives, futures, and options. The Congres-
sional Budget Office estimates that this tax in the form proposed
by Senator Harkin and Representative DeFazio would generate
over $100 billion a year in revenue. There are studies by European
economists suggesting that a smaller tax—not the 25 basis points
that Harkin and DeFazio propose, but 5 basis points—would gen-
erate a much larger amount of revenue if applied evenly across the
world’s major economies, something on the order of 3 percent of
global GDP; in the United States, that would be in excess of $300
billion a year.

A financial speculation tax has been endorsed by the govern-
ments of the leading economies of the world, including the United
Kingdom, France, Germany, Japan, and Brazil. If the United
States led in this area, it is clear we would have willing partners.

But as important as the revenue implications of the financial
speculation tax are at a time of vast unmet public needs and sig-
nificant deficits, the true power of such a tax is what the Aspen
letter seeks, which is a reorientation of our financial markets to-
ward investing, toward long-term value rather than speculation.

The tax that we are suggesting for people who are simply invest-
ing for the long term, as Mr. Rogers seeks to have his investors do,
a H-basis-point tax would be completely inconsequential. It is $5 on
every $10,000 invested, which basically covers anything that a typ-
ical middle-class American might do in the course of a year. How-
ever, its impact on activities like high-speed trading of the type en-
gaged in by Goldman Sachs would be quite significant.

So on behalf of the AFL-CIO, I want to conclude by commending,
Senator, the Subcommittee for holding this hearing. The question
of capital markets time horizons is critical for our future as a Na-
tion. As a result of the good work of Judy and her colleagues at
the Aspen Institute—and I want to particularly note the leadership
Judy has shown over the last 10 years in this area; we would not
be doing this without her work—Congress now has the benefit of
a consensus among business leaders, labor, and institutional inves-
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tors. The AFL-CIO stands ready to assist you in acting in this
area, and, again, we thank you for your leadership.

Chairman BROWN. Thank you, Mr. Silvers.

Professor Verret, welcome. Thank you for joining us.

STATEMENT OF J.W. VERRET, ASSISTANT PROFESSOR OF LAW,
GEORGE MASON UNIVERSITY SCHOOL OF LAW

Mr. VERRET. Thank you, Chairman Brown, and thank you for the
invitation. I want to express my appreciation for that. It is always
a pleasure to be here.

My name is J.W. Verret. I teach corporate and securities law at
George Mason Law School. I am also a Senior Scholar with the
Mercatus Center and the Director of Financial Regulatory Studies
at the International Center for Law and Economics, a network of
scholars that works on a variety of regulatory issues.

My research is concerned with corporate governance and exam-
ining the incentives that guide corporate decisionmaking. Of par-
ticular concern to my research is examining incentives directed at
the short-term performance of a company at the expense of its
long-term value creation.

I commend this Subcommittee for its focus on the causes of
short-termism in today’s capital markets. This is especially impor-
tant for investors who are in it for the long haul. I will, however,
warn that at times special interests might use the phrase long-
term investing and have used that phrase as a cover for what are,
in fact, in reality, purely political goals.

There are two key drivers of short-termism I will discuss today:
Politically motivated pressure from institutional investors and
quarterly earnings predictions, and I want to express my agree-
ment with some of the concerns that the other witnesses have ex-
pressed about quarterly earnings predictions and also with the con-
cerns expressed by Mr. Rogers about a dividend policy, as well.

One cause of short-termism is the Federal securities laws them-
selves, which encourage Wall Street’s quarterly fixation. And by
that, I expressly mean some of the elements of Regulation SK pro-
mulgated under the 34 Act. This is an example of some of the unin-
tended consequences of regulation, as the quarterly reporting re-
quirements of the securities laws can actually make the problem
worse. Analysts predict quarterly earnings and companies feel
pressure to meet those predictions. And I know the Aspen Institute
has done a lot of great work in that area.

Another cause of short-term thinking in corporate America is po-
litical short-termism. This happens when large investors pressure
companies to pursue a special interest above the need to maximize
shareholder returns. Institutional investors have frequently used
their shareholder leverage to achieve political goals, such as the
California Pension Fund’s frequent insistence on environmental or
health policy reforms at the companies they target.

In this instance, laws that provide shareholders greater involve-
ment in corporate decisionmaking actually facilitate short-termism.
Public pension funds run by State elected officials and union pen-
sion funds are among the most vocal proponents of increasing
shareholder powers. Provisions in Title IX of the Financial Regula-
tion bill currently being debated on the Senate floor actually stand
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to significantly exacerbate this conflict. These special interests seek
to achieve through corporate elections what they aren’t able to ac-
complish through political elections.

But the retirement savings of everyday Americans, already under
severe strain, should not be used to fund these political objectives.
The pensions of working Americans are most certainly in jeopardy.
A recent study indicates that State pension funds are underfunded
to the tune of over $1 trillion. This could cause pension funds to
fail to meet their obligations for retirement funding, cost-of-living
increases, and retiree health care benefits for teachers, firefighters,
policemen, and other government workers. The most concerning
conflict of interest occurs when these special interests cater to vot-
ers or to current represented workers at the expense of pensioners
and retirees.

Government leaders and business leaders are held accountable
by different means. Government leaders are held accountable by
their ability to get votes. Business leaders, on the other hand, are
held accountable by their ability to obtain profits for shareholders
like these pensioners and retirees. And the overwhelming majority
of these profits for shareholders go to Main Street investors. Teach-
ers, firefighters, policemen, and other working Americans depend
upon this mechanism to fund their retirements.

Special interests will often use the term “long-term investing” as
a cover to substitute political discipline for market discipline when
business decisions conflict with their ability to advance their spe-
cial interest. For example, a business shutdown can be a traumatic
event in the life of a community and the narrow interest of a par-
ticular employee representation group, but at times it is an entirely
necessary event.

If a private equity firm were to decide that the capital tied up
in a particular business is more productive elsewhere, it has an ob-
ligation to its investors, like State pension funds, to sell or close
that business and redeploy that capital. That will be an unpopular
and difficult decision in the area losing the business, and especially
to workers who may lose their jobs. However. Those costs can also
be more than made up for with increased returns to pension inves-
tors and, for instance, in the particular private equity fund, lower
costs for consumers, new businesses opened up in other jurisdic-
tions, and the security of the pensioners’ income.

I thank you for the opportunity to testify today and I look for-
ward to answering your questions.

Chairman BROWN. Thank you, Professor Verret, for your insight.

Mr. Rogers, I assume that your cathedral thinking metaphor,
this was not the first time you employed it. I would love to hear,
what happens when you talk in those terms about cathedral think-
ing with CEOs and other leaders in the investor-owned utilities
business and in a broader corporate context. What kind of reaction
do you get?

Mr. ROGERS. I think more and more companies are recognizing,
particularly at this point when we really need to rebuild our manu-
facturing base in this country, in a period where we need to rebuild
our energy infrastructure, and those are specifically colleagues in
the power sector as well as the gas sector, they recognize that it
is critical that we have a long-term focus.
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And let me say it kind of another way. The notion of why do you
run a corporation and who do you run a corporation for, histori-
cally, of course, you run it for the investors, both debt and equity,
and that is a differentiation in itself. I believe more and more
CEOs are thinking that they run their business for all the stake-
holders. They run the business for the communities they serve, for
their employees, for their customers, for their suppliers, for the en-
vironment, for our Government.

And so we have to balance those competing interests, and that
balancing of and in itself forces you to have a longer-term focus
than just profits tomorrow morning. It also, in my judgment, leads
to what I see adopted by more and more CEOs to what I call sus-
tainability in the broader sense of the word, not just limited to sus-
tainability in the context of environmental issues.

So in a sense, as you move from the GE-Welch approach of profit
only to more of a stakeholder approach to more of a long-term view
and to more of a sustainable organization over time, I think that
translates in corporate America increasingly seeing their vision of
their company and their role in society evolving.

The unfortunate thing in this is—really the pivotal point today—
is the financial community hasn’t really embraced this long-term
view, this concept of a sustainable corporation and this concept
that you run the business balancing the stakeholder interest. And
at the end of the day, over the long term, you will create more and
better returns for investors if you run the business consistent with
the stakeholder approach.

Chairman BROWN. Thank you. Your comment about China time
brings to mind Zhou Enlai. The Chinese leader of three decades or
so ago was asked once what he thought of—this was in the 1970s,
I think—what he thought about the French Revolution, and he said
it is too early to tell.

[Laughter.]

Chairman BROWN. I also get China time in the context that you
used it. What is our future? When I see stimulus dollars being
spent on buying windmills manufactured in China to install in
Texas and other places, and while I expressed my alarm to the Ad-
ministration on that, I also understand their push-back that our in-
dustrial capacity and supply chain has atrophied such in the last
decade or two that we are not able to scale up the way we need
to.

How does the context of China time and short-termism and fi-
nancing in an industry like yours get us where we need to so that
we don’t have to do that for much longer to buy any of these solar
panels from Germany and wind turbines? How do we get these in-
dustries scaled up for the kind of production that we need to make
in this country?

Mr. RoGERS. Well, first, with respect to wind turbines and solar
panels, there is a worldwide glut, and so there is an oversupply
today, and when I think about my mission of providing affordable,
reliable, clean electricity, one of my missions is affordability, and
so if I can buy the component parts at a lower cost and it allows
me to achieve my clean objective, even though wind and solar
doesn’t allow me to achieve my reliability objective of 24/7, 1 feel
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compelled to—obviously in a period where there is a glut now. That
is not going to last.

But here is, in my judgment, directly to your point from my sec-
tor’s perspective. We have failed in this country to create energy
and environmental policy. Those two policies are inextricably
linked. We failed to provide a road map to a low-carbon world. We
failed to give clear signals with respect to future regulation of coal
plants in this country in terms of sulfur dioxide, nitrogen oxide, et
cetera.

And the reason that China is number one in the production of
solar panels today and wind turbines and they are building 14 nu-
clear plants and we are not turning dirt on a single one in this
country, they are building a coal plant every other week, they have
an economic imperative because of the migration from rural to
urban to build out this infrastructure, and by definition, they are
going to create supply chains that are going to be lower cost.

But I would say to you, sir, that we have a mandate in this coun-
try that has not yet been incorporated in our energy and environ-
mental policy. In our sector, we have to retire and replace every
power plant by 2050. If Congress would give us the road map, we
would go to work, do the planning, and what that would mean is
that would allow us to say, we are going to build a nuclear plant
in Southern Ohio, as we have on the drawing boards, or we are
going to put smart grid in our customers in Cincinnati as we are
now doing. And those commitments that we would make would not
only create jobs in the short term, but it would also, more impor-
tantly, allow the supply chains, the manufacturing base, to be re-
built to allow us to build these facilities in the future.

So my belief is, let us get the job done and the road map. We
will rebuild the manufacturing base. We will make the commit-
ments. We will raise the capital. But the key to raising the capital,
as I said earlier, is getting the tax policy right so that we encour-
age people to buy and hold, because it takes 10 years-plus, as I
said, to build a nuclear plant, 5 years to build a coal plant. It takes
a long time to get real earnings stream from these long-term in-
vestments.

Chairman BROWN. Transition: We are evolving into what you
had said earlier, holding stock long-term and getting tax incentives,
if you will, to do that. What do other countries, other rich countries
like ours, do with investments when they tax investment income,
dividends? Do they have a graduated tax, or graduated in the sense
that you pay less if you hold it longer? Is that a new idea or is that
i%omet};ing that other countries do to get people to hold investments
onger?

Mr. RoGERS. I think that, to my knowledge, that is a new idea.
I mean, we are—our corporate rates in the U.S. are probably high-
er than most of Western Europe today. A dividend tax is a tax on
a tax almost. And so what we are encouraging—the only way we
get people to invest in our business, because we make long-term in-
vestments, is to pay a dividend. And so what we think, it would
incent people to buy our stock if they knew they could buy it and
hold it and get a lower tax rate over time by holding it over a much
longer period. So I think this is a uniquely U.S. policy innovation
that really addresses the needs in our country at this time.
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Chairman BROWN. OK. Thank you. Thank you, Mr. Rogers.

Ms. Samuelson, 150,000 M.B.A.s, you said, a year we put out. Do
you know the number for engineers?

Ms. SAMUELSON. A year?

Chairman BrRoOwN. Half of that?

Ms. SAMUELSON. Seventy-thousand and dropping. I am sorry——

Chairman BROWN. And dropping.

Ms. SAMUELSON. Seventy-thousand, maybe, and dropping for en-
gineers.

Chairman BROWN. Is the M.B.A. number going up or is it fairly
constant?

Ms. SAMUELSON. Going up.

Chairman BROWN. Going up.

Ms. SAMUELSON. It has been north—it is north of 150,000. But
growth in enrollments depends on the school.

Chairman BROWN. And that doesn’t count marketing majors and
business majors in college that don’t go on to M.B.A.s.

Ms. SAMUELSON. Undergraduate is roughly twice that many.

Chairman BROWN. And the engineering number for undergradu-
ates

Ms. SAMUELSON. Declining.

Chairman BROWN. I guess you graduate with an engineering de-
gree as an undergraduate.

Ms. SAMUELSON. Yes. I think you can get a Master’s in engineer-
ing, as well—

Chairman BROWN. But the 70,000 number you cited for engi-
neers

Ms. SAMUELSON. Yes. It would be largely

Chairman BROWN. includes undergraduates, mostly under-
graduates.

Ms. SAMUELSON. Correct.

Chairman BROWN. Which makes the differential even larger, cor-
rect?

Ms. SAMUELSON. I mean, you have some schools in the country
that are literally saying, do we need to cap the number of finance
and management and business and commerce degrees because it is
starting to take up such a large share of the noise on their campus
that they literally are saying it is changing the dynamics of what
the school feels like.

Chairman BROWN. What about in Europe? Do you know, roughly,
those numbers?

Ms. SAMUELSON. Europe has been kind of graduating to the
M.B.A. They didn’t—maybe 15 years ago, an M.B.A. was not very
common at all. There were some schools that were modeling after
the U.S. model. But the M.B.A. was really created in the United
States in the 1960s and it is gradually being exported around the
globe.

India has 1,200 programs, at last count now, many of these are
more informal, but 1,200 M.B.A. programs, believe it or not. China,
I think, is approaching about 130 M.B.A. programs. Obviously, 10
years ago, they were called something else, but today, they are
called M.B.A. programs. So it has kind of become the degree of
choice and is capturing a lot of the top talent.
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Chairman BROWN. Are business schools doing anything new? I
mean, I am sure some are. Tell me about business schools’ move,
if it exists in any appreciable amount, to any appreciable degree,
addressing the sort of the pitfalls of short-termism. Do you see in-
teresting things that business schools are trying to do?

Ms. SAMUELSON. Well, the business schools approach this a cou-
ple of different ways. The traditional way that they want to do it
is put it in the ethics classroom, which, of course, is the wrong
place to put it because the ethics classroom is the last thing that
matters least in the M.B.A. hierarchy of what is going to help get
them a job, unfortunately.

So the traditional way has been to have within the domain of the
ethics classroom, all of the discussion about the social and environ-
mental impacts of the business. Ethics has a traditional philo-
sophical basis that does not—that, in fact, is just totally drowned
out by the fact that all the rest of the curriculum revolves around
the theory of shareholder primacy, which is not something that is
written into law, but is still holding forth in business schools and
captures most of the noise.

The dominant classroom in M.B.A.s is the finance classroom and
the finance faculty are the most important faculty on the campus,
and that is just the way that that is—that kind of dynamic is fully
engaged and it is hard to work on.

The innovators are doing a couple of things. They are either
doing very comprehensive reform of the first year and saying, we
need, for example—one example would be the Yale School of Man-
agement, which has completely revamped the first year experience
and said, what we need to teach is the perspective of all of the dif-
ferent, what one might call, stakeholders of the business. So they
actually spend time in modules understanding the perspective of
the consumers, the supply chain, of community, et cetera, all of
those that touch the business and that the business touches in the
course of cycles of business.

So they are doing different things. Other schools are putting de-
sign management in, design thinking, and using that, like Rotman
University of Toronto. Stanford has put a lot more focus on what
they call critical issues management or complex systems analysis.

So some of these things are taking hold. Business schools tend
to be fairly invulnerable to change because they are very well fund-
ed. They are the cash cows of their university. And they are sup-
ported by their graduates, who, of course, are the richest of all of
the graduates, and so they tend to be self-supporting in the sense
that they kind of have a certain club mentality. But all of those
things, there are positive things to say, as well.

Chairman BROWN. So the role of stakeholders, i.e., employees,
the community, is—cathedral thinking takes a back seat always to
the role of shareholders in most of these courses.

Ms. SAMUELSON. Almost always. The simple metrics are the fi-
nancial metrics. There is an elegance to them. The models taught,
things like net present value, discounting cash-flows, those things
tend to focus on very simplistic financial measures which, almost
by definition, leave out the more dynamic and complex impacts of
the business decision.
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So, for example, what you might do in a marketing class, and we
have convened marketing faculty, for example, in that discipline for
years, is that they would start to say, what is really the elements
of long-term reputation and how does a business manage to that,
and what are the hallmarks of businesses that do that well, and
what are case examples of businesses that have had to balance and
have faced reputational freefall and how that could have been
avoided.

So there is a lot more. We have a case site called CasePlace.org
that has well over 1,000 teaching cases that you can search by all
the different disciplines. So you can actually go in and say, what
belongs in a marketing class or what belongs in finance.

Clearly, finance today is our focus. We are starting to convene fi-
nance faculty who are at least willing to ask the questions about
what is it that our students ought to be able to think about when
they graduate, given the tremendous attention being paid today to
business as an important social institution and the complexity of
all the things we have been seeing over the last decade.

So we are identifying very carefully those finance faculty willing
to even ask the question and to start to convene them to say, how
would we actually change the narrative about the purpose of busi-
ness, because as long as we are teaching that the purpose of busi-
ness is to maximize share price today, we are always going to be
drowning out all of the important concepts and metrics and dialog
that needs to take place about the more complex business that we
know is on the ground, is operating. Boards have to manage to
complexity all the time. The teaching theory is out of sync with the
reality of how business is managed.

Chairman BROWN. One last question for you not quite related to
that, but you had talked about the stock buy-back. Is that a long-
term trend, more stock buy-back, less investment, and if so, what
do you see in that happening in the next 10 years?

Ms. SAMUELSON. I don’t have data on that. I am sorry. All I have
is the data from that 2000—the study that was done between 2004
and 2007. I don’t know if:

Chairman BrowN. OK.

Ms. SAMUELSON. I don’t know if that is—and it might have been
specific to the market at that time.

Mr. ROGERS. I think you have seen more stock buy-backs re-
cently, primarily tied to the fact of a stock price falling so low. So
you see more and more companies step up and buy stock back.

I think it is an interesting irony, as I listen to Judy talk about
this, and the interesting irony is we have more and more people
graduating from business schools and yet the financial literacy of
the average American is falling. So at some level, we need a more
literate community of citizens in the future, and we clearly need
more engineers in the future if we are going to rebuild the manu-
facturing sector, the energy sector, et cetera.

Chairman BROWN. Thank you.

Mr. Silvers and Mr. Verret, let me ask you a question together,
Mr. Silvers first. You had talked about the misunderstanding of fi-
duciary duties in the world of pension fund management. You both
talked at some length about the pension issue and what that
means for investors.
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I want to just briefly recount the Hugo Boss situation in Cleve-
land. It announced it would keep its last manufacturing plant open
just recently in a Cleveland suburb, Brooklyn. The union spent the
last 6 months after Hugo Boss announced it was closing its last
America plant, production plant, and going to increase its Amer-
ican sales force, moving the production to turkey but trying to in-
crease sales in their best market. The Governor and I had lengthy
conversations with the company and others. Last Friday’s an-
nouncement, in my view, was a big win where the company chal-
lenged the forces of globalization. The employees gave—not particu-
larly well-paid employees, union, but making $12, a little more
than $12 an hour, doing a give-back of $1.50 to $2 an hour.

Some interesting policy questions, though, about short-termism
and about the fiduciary duty of investment managers arose.
Permira is the private equity firm that has a controlling stake in
Hugo Boss. After Hugo Boss decided to close the plant—they an-
nounced it in December, just 4 months ago—the Ohio Public Em-
ployees Retirement System and CalPERS, also, and other pension
funds with investments in Permira expressed concern about the de-
cision.

Before the announcement last week, this hearing was scheduled,
in part, because we had planned to have Hugo Boss and Permira
here, but given the new circumstances, we didn’t see the need to
so specifically dwell on their case.

Each of you, give me your thoughts on the role of public pension
systems in a situation like this. How does that affect the decisions
of Permira and Hugo Boss? Is it appropriate? If you agree it is ap-
propriate, do we engage public pension systems in more perhaps
pressure tactics or not, but involvement in these situations? Mr.
Silvers, you begin, and then Mr. Verret, I would like to hear your
thoughts, too.

Mr. SILVERS. Well, Senator, let me first admit that I have a cer-
tain bias. I am wearing a suit made in that factory and I am not
sure I would have purchased it if it didn’t have the Union label

Chairman BROWN. Except for Ms. Samuelson, you look better
than anybody on the panel.

[Laughter.]

Mr. SILVERS. Well, that is a rare achievement for me.

Mr. ROGERS. I have an American suit on, by the way.

[Laughter.]

Chairman BROWN. Without commenting on the fact that—maybe
I shouldn’t say this, Mr. Rogers’ collar doesn’t match his shirt——

[Laughter.]

Chairman BROWN. Without commenting on that fact, though, go
on, Mr. Silvers.

Mr. SILVERS. My career began in the—one of my early jobs was
for the Clothing and Textile Workers and I learned very early you
had to get your collar to match and that kind of thing. They would
laugh at you otherwise.

[Laughter.]

Mr. 